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Subject: Wheat Shipments and a Hard-Currency Loan: Major Elements 

in Evolving Soviet-Czechoslovak Relations 




In recent days, Western press reports on Czechoslovak-Soviet 
economic relations have portrayed Moscow's approach to the new 
Prague regime as alternating between the carrot and the stick. 

Reports that the USSR had suspended wheat shipments to Czechoslovakia 
during the first quarter of this year have been followed by reports 
of a resumption of these deliveries, indeed at an accelerated pace. 

And negotiations are reportedly currently underway for a Soviet hard- 
currency loan of $400 million. Although both Moscow and Prague have 
categorically denied the reported wheat cancellation (and we have no 
evidence to corroborate the original story), the latter has made clear 
its interest in obtaining a major loan from the USSR or elsewhere. In 
this memorandum we comment on Czechoslovakia's dependence on Soviet 
wheat supplies and on its prospects of receiving a foreign-exchange 
credit from the USSR. 


****** 


Czechoslovaki a Heavily Dependent on Soviet Wheat 

In recent years between one-third and one-half of Czechoslovakia's 
J™?®* consum P tion requirements have been met through imports, with the 
USSR supplying almost two-thirds of total Czechoslovak wheat imports (see 

The low figures for Soviet deliveries in 1964 and 1965 reflect 
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are expected to sign another five-year agreement this autumn, probablv 
for a somewhat smaller amount than the one expiring this year. 

Czechoslovak Uses for Foreign Loans 

For weeks the Czechoslovak Government has hinted at its interest 
in obtaining a sizable hard-currency loan, although it has made clear 
its intention of first applying to the USSR for such a credit before 
turning to the West. The utility to Prague of such a loan is readily 
apparent. Although Prague has assets in long-term nonconvertible 
commodity claims on developing countries and on the USSR and other 
socialist trading partners, it has incurred very substantial hard- 
currency liabilities with developed Western countries. Czech sources 
have stated that the country's debt to the West exceeds $400 million, 
(more than $150 million in government-guaranteed credits is known to 
have been owed to NATO countries alone as of mid- 1967.) To consolidate 
and finance a portion of its outstanding indebtedness, and to restructure 
and modernize the economy along the lines now being contemplated, would 
appear to require an infusion of foreign exchange of at least the magni- 
tude recently suggested by Deputy Premier Ota Sik--about $500 million. 

Although there is no indication of Czechoslovakia's inability to 
meet its current commitments in the absence of a hard-currency loan 
(Prague recently took advantage of an improved balance-of- trade position 
with the West last year to purchase some gold in the West), it is clear 
that without it the Czechoslovak economy would not be able to undertake 
the broad new programs it contemplates as quickly as it would prefer 
The terms of such a credit, however, have been made quite explicit by 
Prague. Rude Pravo has asserted that "our economy is not in such a 
state in which it could not do without a loan," and that any loan it 
accepts would have to be without "political strings" and be used in a 

proper way-that is, that it will help effectively to create means 
for its repayment." 

Although there will undoubtedly be pressure by some reformers to 
use the foreign exchange for quick acquisition of Western consumer 
goods to provide a visible "demonstration effect" of the success-and 
the promise--of the economic reform, there appears to be stronger 
sentiment that any such loan would not be used "the way the Poles used 
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industries and some consumer products. Other projects under con- 
sideration were hotels, highway construction equipment, and an 
expansion of transport and warehousing facilities. 
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